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EDITORIAL DEPARTMENT NOTE 


Others may generalize about post-war planning; the accountant, 
if he is to use the tool available for the control and coordination of 
the affairs of his company ration teed ae must be more 
specific. Difficult as are the lems involved in the preparation of 
budgets for the transition ion war to peace, they are problems 
which must be faced and an early start will materially aid in their 
solution. The present article offers real help in reducing the post- 
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BUSINESS BUDGETING WITH A VIEW TO 
CONVERSION FROM WARTIME TO 
PEACETIME CONDITIONS 


By V. Richard Bechtel, Budget Director, 
American Cyanamid Co., New York, N. Y. 


| SADSRSUP in developing plans and facts for guidance of 
industry as well as guidance for sound policies for our local 
and national governmental authorities must come from persons 
trained and experienced in sound economics and financial affairs. 
The nationwide membership of the N. A. C. A. can make a major 
contribution to the realization of sound post-war plans. 

Post-war planning has already received a great deal of atten- 
tion from our governments—federal, state, and local. It has also 
received a great deal of attention from the leaders of our great 
industries who are concentrating every effort to win this war and 
to prepare for the peace to follow. 

Post-war planning, as such, falls into two categories : 

1. Broad general policies, for the whole economy. 
2. Specific and practical plans of particular enterprises and 
groups designed to make the broader plans effective. 


Need for Post-War Plans 


In the midst of war, forward-thinking men and women must 
plan for peace, for the kind of peace they are willing to accept as 
the fruit of victory. Peace is the objective of war. Thinking and 
planning now to win the peace is an integral part of the war effort. 
You and I individually must strive to defeat the enemies of civili- 
zation. Unless we create a better world in which to live, victory 
will not be complete or lasting. In addition to bending every 
energy to win the war in the shortest possible time, it is our job 
to prepare specific post-war plans for industry. It is a challenge 
to us. We must not and can not fail to do our part. We can not 
wait, we must plan now. - 

Man is endowed with power to reason and to plan for the 
future. We must use the forces of reason to reduce our ideals of 
democracy and freedom to real, practical values. We must give 
expression to the ideals of our nation in the specific plans of free 
enterprise. The post-war plans of private enterprises will dis- 
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hearten our enemies and strengthen the hands of ourselves and 
our friends. By enemies, I mean sinister leadership which destroys 
and consumes our freedom under the false guise of freedom itself. 
We can obtain a clearer view of the horizons from the position 
where we stand or from whatever vantage point we occupy. So, 
I wish to discuss post-war planning for industry from the stand- 
point of an administrative executive, particularly from my per- 
sonal standpoint as Budget Director of American Cyanamid Co. 
In the short space allotted, I ca: deal only with a few specific and 
practical problems of post-war planning. By hitting the high spots, 
perhaps we can inspire more actual and constructive thinking on 
this major problem. 
The Broader Outline 


But before considering specific plans, let us consider the broader 
outline of the economic picture—the objective of society as a 
whole. Then we should be able to draw up intelligent post-war 
plans, practical and workable plans that will fit our respective 
business enterprises into the composite picture of industry. 

The broader plans of freedom, besides liberation of enslaved 
and oppressed peoples, encompasses consideration of the following 
essentials of a free society: security, cultural pursuits, communi- 
cation, trade and commerce, finance, and private enterprise. 

We must first have security and unity of purpose in order to 
put our post-war plans into effect for the benefit of mankind. 
Communication of ideas, trade and commerce, and honest financial 
dealings between nations and between individuals are essentials of 
a civilized state of society. Honesty in dealings between nations 
and in dealings between leaders and peoples of nations is fast 
becoming a lost art. Disintegration only can follow such lack of 
morals and ideals. 

The demonstrated ability of our nation to produce goods essen- 
tial to war or peace proves the effectiveness of a free and competi- 
tive industrial system which gives full play to individual initiative. 

Anything that is beneficial to industry is helpful to all persons 
everywhere. This has not been a popular theory in recent years 
but the unprecedented success of industry in war production has 
knocked this theory back into the minds of our people—including 
many of our elected representatives. 
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A Free and Expanding Economy 


Evidence is available on all hands that the post-war plans for 
industry as a whole can again contemplate a free and expanding 
economy, the providing of useful labor and the better things of 
life for all persons who are qualified and willing to do their part 
in producing and distributing the goods essential to life and 
happiness. 

The evidence indicates that in the United States we will enter 
into a post-war period of economic expansion and opportunity, 
with a backlog of more than thirty billion dollars of pent-up buy- 
ing power from savings, and accumulated demand for consumer 
goods, that this backlog of purchasing power is more than enough 
to turn the wheels of industry and put a labor force of sixty mil- 
lion persons to work. Past performance of American industry 
reveals that a backlog of from five to ten billion dollars in con- 
sumer demand and buying power causes prosperity of boom pro- 
portions. We realize this large forced savings is in the form of 
I. O. U’s. from ourselves to ourselves. It exists nevertheless, and 
we must find a way to preserve and use it. We dare not allow it 
to collapse in our face. National bankruptcy would result. 

The coming growth and development of industry can therefore 
be clearly indicated. We are challenged by this opportunity. We 
must plan sanely and sensibly to meet the need for capital and con- 
sumer goods here and abroad, the latter particularly for recon- 
struction purposes. For further information concerning the 
.broader aspects of the economic picture, I suggest you obtain 
copies of the following pamphlets for study and analysis of the 
information and recommendations which they contain : 

1. Washington Review of the Chamber of Commerce of the 
United States—dated March 13, 1943. 

2. Discussions on the post-war outlook, published by the 
National Association of Manufacturers. 

3. A 132-page pamphlet on post-war planning published by 
the National Planning Association as the result of a study 
financed by the Carnegie Corporation of New York. 

4. What of Post War? Published by Hercules Powder Co., 
Wilmington, Delaware. 
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The pamphlet of the U. S. Chamber of Commerce includes plans 
for transition from war to peace, plans for development of an ex- 
panding economy and plans for services and security. The other 
_ pamphlets contain authoritative information regarding the dislo- 
cations caused by war and constructive suggestions for the utili- 
zation of materials and manpower to take up the shock of unem- 
ployment after the war, also problems of finances, taxes, etc. On 
the whole a bright picture of the future is painted for American 
industry by practical men who are accustomed to dealing in 
realities. 
Budgets and Accountants 


In discussing the general economic situation, I have endeavored 
to lay the groundwork for budgets of particular enterprises. Let 
us now pass on to certain details of post-war planning—budget 
matters with which this talk is particularly concerned. We must 
prepare the budgets and devise methods of budgetary control de- 
signed to coordinate the activities of industry and to carry out the 
post-war plans of management of private enterprise. How well 
we accomplish this task may spell success or failure of our free 
industrial system. We must meet this crisis in the tide of human 
events. History proves that American industry is equal to any 
task. 

I say that the duty of preparing post-war budgets for industry 
has developed upon us, because we belong to one of the following 
classifications of persons who have developed skill in budget pro- 
cedures and on whom the responsibility for preparation budgets 
rests: We are controllers, budget directors, chief accountants, cost 
accountants, internal auditors, management engineers, or public 
accountants. I have not tried to list the N. A. C. A. membership 
in the order of relative importance. The duty for preparing the 
budgets varies with different business enterprises. I am glad that 
we have so many persons who have developed skill in budgeting. 
This skill is needed now. 

Unless we prepare the post-war plans for industry, someone 
else will do the thinking and planning for us. Industry can not 
drift; its plans must be prepared now. Our understanding of the 
mass economy will be of no avail to us, unless we plan to render 
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our share of service, to obtain our share 6f profitable business, 
according to ability and capacity of our particular enterprise. 


One Company's Approach 

As a further preliminary to the discussion of specific post-war 
plans, it will interest you, I believe, to know how American Cy- 
anamid Co, has approached this problem. We did not start to con- 
centrate on this problem as early as did a number of large com- 
panies. But we did keep closely in touch with what other com- 
panies were doing, and more than a year ago the management of 
American Cyanamid Co. began an intensive study of our post-war 
problems. Our aim was to expedite war production and to place 
our Company in a strategic position to carry on effectively after 
the war. In July, 1942, after the making of preliminary surveys 
throughout our organization, in addition to the usual standing 
committees of a large and highly organized business enterprise hav- 
ing a corporate structure, we created a number of special commit- 
tees. The plan we evolved is suitable for either smaller or larger 
businesses whether the post-war plans must be worked out in de- 
tail by many persons or a few. The principles of planning for the 
future are the same—the creation of a systematic and orderly state 
of affairs, and the utilization of the economic forces of manpower 
and materials for a worthwhile objective. . 

Incidentally, the immediate inspiration to get started on this 
work came from the budget department. The effect of the war 
program on our business and major questions as to our post-war 
program arose naturally from compilation of our budgets, analyz- 
ing and interpreting them in the light of using every part of our 
resources both for the short term and for the long pull. The effect 
of the enormous inflationary trend in wages (take home pay) on 
our economy and on the Company’s profit position was obvious 


. from our detailed budgets. A letter I wrote calling attention to 


the seriousness of these problems, along with others, affecting our 
current and post-war position was followed promptly by manage- 
ment action creating these special committees to serve at least for 
the duration of the war. Some will serve through the reconstruc- 
tion period. 
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Special Committees 

The following are some of the special committees which were 
set up by our president for the purpose of making these special 
studies and reports to him on wartime and probable post-war con- 
ditions: personnel; new capital expenditure; inventory; leased 
space; method of financing new or expanded facilities ; priorities, 
allocation and price administration; resale activities ; advertising ; 
and post-war planning. 

These special committees are typical of other businesses and 
suggestive of some of the problems which must be solved during 
and after the war. Mention of these special committees violates 
no confidence regarding the setup of our organization. On the 
other hand, passing along specific methods of organized thinking 
on the future for industry will be generally helpful, I believe, in 
the prosecution of the war and in bringing about a well balanced 
economy after the war. 

The functions and membership of the special committees were 
set forth in an executive order from our president, creating the 
committees. In some instances, the duties of the special commit- 
tees cut through or overlap work of standing committees. The 
instructions made clear the work of the special committees was to 
be made operative through the standing committees and thus far 
we have not encountered any friction or harmful interference 
with the smooth and orderly operation of our business, but have 
obtained valuable help from the committees. We are using this 
help as a guide to current and future operations. The budget de- 
partment, with which our statistical division is combined, serves 
all committees in providing facts and figures for their use and I 
keep close contact with all committees to keep our president in- 
formed on progress. 

The personnel committee concerns itself with manpower, in- 
cluding such functions as securing and training of personnel to 
take care of expanded production programs, establishing base 
rates of pay to hold trained personnel, determining length of work 
week, meeting government regulations on manpower and freezing 
of pay rates, and other equally important problems that come up ~ 
continuously. 

The leased space committee concerns itself with both short- and 
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long-term leases to provide protection for the company’s oper- 
ations without getting out on too long a limb in commitments. 

The new capital expenditure and method of financing commit- 
tees study needs for production purposes and determine whether 
proposed construction should be financed with company funds or 
with government money. 

The priority group serves most of the other groups in advisory 
as well as operating capacity in the securing of materials and 
equipment. The operating department which handles this function 
for the company’s regular operations consists of some 60 persons 
and costs close to $300,000 per year to operate. This is over and 
above our construction company’s activities, and the personnel 
doing similar work at plant locations. 

The inventory committee has a dual responsibility of keeping all 
plants supplied with raw materials, supplies, and repair and main- 
tenance items, and of keeping inventories small enough to avoid 
being caught with large stocks of finished, process, and raw ma- 
terials when the war needs are over. Actual purchases are, of 
course, made through regular channels. We all know from World 
War I experience, how suddenly the inventory situation will be- 
come a major problem when we wake up some morning and find 
the European part of the war is over at a moment when we do not 
expect it to be. Contracts for war goods will be cancelled over- 
night and an entirely different set of government representatives 
from those who were pressing for production and commitments by 
industry without definite purchase contracts, will be responsible 
for winding up contracts. Literally thousands of industrial com- 
panies will be caught with investments and commitments which 
the stockholders will have to meet. Many companies will be un- 
able to stand the financial strain. 

The advertising committee concerns itself with carrying on a 
program for present and future needs of the business within ex- 
isting tax regulations. Institutional advertising is given particular 
attention. 

The post-war planning committee, of which I am a member, has 
developed into an over-all committee for coordination of the find- 
ings and recommendations of the various other committees. Valu- 
able facts will be made available by the post-war planning com- 
mittee to other special and standing committees. This committee 
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has four members headed by a vice president. The other three 
members are a vice president who is responsible for correlating 
the research and process development program with production 
and distributing departments, an assistant to the President, and 
myself. 

Each operating division has a sub-committee consisting of one 
management, one production, one distribution, and, for the larger 
units, one research representative. These sub-committees serve as 
feeders to the central committee as well as from the central com- 
mittee to the operating. units. 


Working Capital 

Perhaps the most important and most difficult problem to be 
faced by industry during the first two or three years of the post- 
war period will be that of working capital. Industry is rapidly 
becoming hardened to fantastic costs of materials and high wage 
rates. With all or most of production costs being paid by the 
Government, the currently important problem is to get the goods 
and the men—to hell with costs. This fool’s paradise will end as 
suddenly as the war, volume will be cut drastically for at least a 
temporary period and heavy reconstruction costs and stiff competi- 
tion will have to be faced. Our present largest customer will owe 
large sums for products already delivered and for winding up of 
contracts. Bankers will suddenly discover they have a lot of money 
loaned to businesses which are entirely unsafe when Uncle Sam 
becomes a creditor for huge unpaid taxes and a debtor scarcely 
at all. I suggest you have a look at the outstanding accounts owed 
by the U. S. Government to industrial companies as disclosed by 
the 1942 financial statements. Just as a sample, General Motors 
was due 370 million dollars, and has arranged for a billion dollar 
V-loan to carry this load. The current situation is all right as 
the turnover is reasonably prompt. When the windup comes, 
billions of dollars will be held up for-months, perhaps years, be- 
cause of differences of opinion as to what is due. Even today, 
shipping companies have 200 million dollars due for shipping 
service already rendered which they are unable to collect because 
of bureaucratic differences over the amounts properly due. 

In addition, payrolls and huge over-investment in plant must be 
carried after the war. Extended pay to war workers must be pro- 
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vided and those who win the war on the fighting front will be back 
for their jobs. Without any question or quibbling, the best of the 
post-war jobs must go to those who have given their all. Inciden- 
tally the tax laws will not permit creation of reserves for any of 
these emergency corporate purposes. 

Do we need more to convince us that a cash position at least 
double anything we now think will be adequate will be necessary 
before industry can recover from the shock at the end of an all-out 


war? 


Three Periods 


The first official report of our post-war planning committee was 
made to the President in January, 1943. Our study revealed that 
after the war, we could expect to enter into three distinct periods 
which may affect our future operations differently. We defined 
these periods as follows: 


1. A period of transition, or demobilization of industry (as 
distinguished from demobilization of the armed forces) 
from war production to peacetime activity. 

2. A period of reconstruction, or the meeting of the backlog 
of demand of our nation for consumer goods and the 
world at large for both consumer and capital goods. 

3. A period of normal economy, or resumption of business 
following the filling of orders caused by the shortage of 
materials incident to the diversion of plants and materials 
to war production. 


When these periods will begin, and what will be the length of 
each, would be difficult or impossible to foretell, but it does not 
require a soothsayer to plan for the future in the light of the best 
information presently available. We know as a practical matter 
that our budgets should be based on past experience and current 
economic conditions. Monthly or seasonal trends of sales will 
without doubt be upset during the transition and reconstruction 
periods. When we come to the period of normal economy, the 
previous seasonal trends may be largely restored. In addition to 
short-term budgets for periods of one year or less, we should pre- 
pare long-range plans covering from three to five years. We 
should keep both the short-term and long-range plans continually 
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in advance for the periods to be used. The short-term program 
will be in full detail and the longer plans in condensed form. 

With the termination of the war, will sales take a sudden and 
dangerous decline at a time when more consumer goods will be 
needed than ever before? What of machines that may be ineffec- 
tive for production of consumer goods where they are, but could 
be used effectively at another plant or by another industry? Solu- 
tion of these and similar problems requires detailed study of prod- 
ucts, plants, machines, and personnel, and interchange of iriforma- 
tion between industries, particularly between industries in similar 
lines of business. Your post-war budgets should give expression 
to the solutions of these problems as you can best judge them. 

I am confident that most companies have considered the probable 
effect of post-war conditions on their business. Is your planning 
organized and systematic? Have you begun to reduce your find- 
ings to post-war budgets? Again I urge you to organize your 
thinking and planning of post-war problems on paper now. 
Budgets Needed 

Getting back to the budget problem we should plan the following 
budgets : 

1. A short-term war budget of 12 months or less. 

2. A long-range war budget from 3 to 5 years. 

3. A short-term post-war budget running concurrently with 
the short-term war budget. 

4. A long-range post-war budget running concurrently with 
the long-range war budget. 

Although we should prepare the post-war budgets now, we can- 
not dispense with the war budgets either from the short-term or 
long-range viewpoint. The short-term war budget should be the 
detailed plan which is adopted by the management in toto. The 
long-range war budgets may be adopted in part, sufficiently to au- 
thorize essential capital expenditures and long-term indebtedness, 
the rest of the long-range plan being a tentative plan, subject to 
revision from time to time as short-term budgets are prepared 
and adopted. 

The post-war budgets should be tentative plans, but they should 
be ready for adoption by the management on short notice. The 
short-term post-war budget should be prepared in substantial de- 
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tail, and the long-range post-war plan of annual summaries should 
bridge the transition and reconstruction periods and extend into 
the period of normal economy. You must estimate the probable 
duration of the transition and reconstruction periods for your 
particular industries. The transition period may be from 3 to 6 
months, in some cases, up to a year; the reconstruction period may 
be from one to three years, depending on how quickly industry 
can move to change over from war production to peacetime activ- 
ity and how soon the excess consumer demand is met. Whether 
both major fronts of the war end close together or whether one 
is prolonged will affect the length of the transition period. 
Adjustment in Thinking Needed 

To prepare the post-war budgets and make them effective guides 
for the management of industry, it may be necessary for us to 
adjust our thinking on budgeting and on general and cost account- 
ing for the following reasons: 

Ist: Post-war budgets must be more highly constructive 
than any budgets we have prepared in the past. They 
will be based more on general economic conditions 
than on the past performance of our particular in- 
dustry. 

: During the transition and reconstruction periods 
changes may occur so rapidly that budget comparisons 
will be meaningless unless the general accounting pro- 
cedures are coordinated with the budget terms and 
speeded up to produce quick comparison 6f actual ac- 
counts and budget estimates. Differences in themselves 
are not fatally important. The reasons for important 
differences are all-important. 

: Rehabilitation cost, the practice of charging jigs, dies, 
fixtures and various items of equipment directly to cost 
of production in the performance of government con- 
tracts, will have its impact on cost finding of the future. 
For instance, will you capitalize rehabilitation cost at a 
time when such cost should be allowed as a tax deduc- 
tion, or will your cost of sales be out of proportion to 
sales prices during at least the first part of the post-war 
period? 
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I merely refer to these matters to provide food for thought. I 
hope we can find answers to these and other budget and accounting 
problems which will be given uniform and fair consideration by 
taxing authorities. 

At the end of this article are two summary budgets of a myth- 
ical company representing a cross-section of American industry, 
or at least suggestive of budgets covering the manufacturing and 
trading activities of American enterprise. They represent: 

a. A short-term budget of the mythical company, covering 
estimated operations and cash receipts and disbursements 
under war conditions. 

. A short-term budget of the same mythical company, cov- 
ering estimated operations and cash receipts and dis- 
bursements under post-war conditions. 


A completely integrated financial plan should also include state- 
ments of estimated financial position at the beginning and end of 
the budget periods, for the short-term as well as under the long- 
range plan. The summary budgets presented are for the purpose 


of comparing a few of the major items in the budgets, as between 
operations under present war conditions and operations which may 
be anticipated during the post-war period. It is understood, of 
course, that the summary budget is taken from detailed schedules 
based on proper source facts. 


Sales Forecasts 


Sales forecasts are built up in many ways, particularly according 
to products and geographical locations of markets, all estimates 
of volume and sales prices being based on past experience, ad- 
justed to current economic conditions. These bases include con- 
sideration of plant capacity, availability of raw materials and re- 
sale merchandise, and estimated costs, coordinated with adminis- 
tration, servicing, and distribution, all designed to yield a fair 
return on capital invested. 

If sales are estimated for a year in advance, the forecast will be 
broken down into monthly or other accounting periods of less 
than a year, by the application to the estimate of total sales for 
the year, or ratios developed by study of monthly or other seasonal 
trends peculiar to a particular business enterprise or the indus- 
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trial group to which it belongs. Harvard School of Business Ad- 
ministration, Dun & Bradstreet and several professional and trade 
associations have compiled statistics on seasonal trends in various 
industries which are useful to supplement your own experience. 
Sale of a variety of products and in territories having different 
climates may tend to level off monthly trends. The business of a 
concern selling one product in a local market will fluctuate more 
sharply with the seasons of the year than the business of an enter- 
prise selling a wide variety of commodities in numerous markets. 
Thus, we realize the value of the study of products, markets, and 
trends. If the proper mix of sales can be obtained, sharp sea- 
sonal fluctuations can be prevented and production and inventories 
can be maintained at steady and economic levels. 

Under present war conditions the problems of obtaining the 
proper mix of sales and seasonal fluctuations are reduced to a 
minimum. But the post-war budgets must be based on an in- 
creasingly intensive study of products, markets, and trends. 


Sales for the Short-Term War Budget 


In the short-term war budget of operations, I have presented 
a sales forecast of fifteen million dollars for the ensuing twelve 
months. I have shown deliveries under government contracts as 
prime contractors at steadily increasing volume, giving consider- 
ation only to the number of working hours in each month. The 
forecast of these sales under war contracts has been made without 
regard to monthly trends. These estimates are based on reports 
of the engineering and production departments to which delivery 
schedules on government contracts have been attuned. A some- 
what different situation exists with respect to the forecast of sales 
as a subcontractor and to other wartime customers, such estimates 
being based on productive capacity and availability of materials 
after the filling of war orders as a prime contractor. Many of the 
wartime customers formerly were peacetime customers, tem- 
porarily placed in the category of wartime customers due to sup- 
plying them with commodities essential to their war needs. This 
is particularly true of primary producers such as the chemical 
industry. The forecast of other sales of products essential to civ- 
ilian needs or to regular trade customers is based on seasonal 
trends, modified by rationing, price control, availability of raw 
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materials, manpower, etc. Regulatory laws have a tendency to 
reduce the volume and to level off the peaks and valleys of sales 
to regular trade customers. Altogether, the monthly trends as 
shown in wartime operating budgets are not representative of the 
past record of the industry. 

I would like to have you follow with me the process of reason- 
ing which I have used to break down the estimated total wartime 
sales of 15 million dollars as between the performance on war con- 
tracts and the supplying of essential civilian needs, so that we can 
compare this procedure with the method to be later described for 
arriving at the volume, dollar value, and seasonal breakdown of 
estimated post-war sales. By setting up a basis for comparison 
of the operations of the same mythical enterprise under the dif- 
ferent conditions that will prevail, we may be able to solve some 
of our post-war problems. 

I have first broken down the estimated total sales of 15 million 
dollars as between (1) prime contracts for war production, (2) 
subcontracts and other sales applicable to war production as a 
supplier of commodities to other prime contractors, and (3) sales 
of products essential for civilian needs to regular trade customers, 
domestic and foreign. 


This gives us a first breakdown of the total sales into: 


50%, or $7,500,000 
Subcontracts, etc. ...........06. 20%, Or 3,000,000 
Regular trade customers ........ 30%, Or 4,500,000 


You will understand that the percentages which I have used are 
arbitrary, for the purpose of illustration. But such a breakdown 
can be obtained within reasonable bounds of accuracy by a study 
of the contracts, capacity, etc., of your respective businesses. 

Next, the seasonal breakdowns are obtained. Performance of 
the prime war contracts are shown at a steadily increasing rate of 
approximately 5 per cent monthly. No previous monthly trends 
have any effect on the performance of these contracts, because the 
amounts have been determined to fit in with the broader national 
production program and the ability of the company to produce the 
goods. Subcontract sales have been spread evenly throughout the 
year, a situation which might or might not exist. Domestic sales 
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to regular trade customers are the only sales which have been 
broken down according to the established trends. 

We must next sum up the estimated sales as broken down sep- 
arately, month by month, for the first six months, and for the 
last six months of the twelve months’ budget period, and then con- 
sider whether the monthly and six months totals appear to be 
reasonable and well-balanced. 


Sales for the Short-Term Post-War Budget 


Let us now compare the wartime sales forecast of 15 million 
dollars with the sales forecast for the twelve months following 
the termination of the war, assuming that the war is ended first 
in the European area and subsequently, say, three, six or nine 
months later in the Asiatic area. I use the three-months period 
only for the purposes of illustration and do not attempt to predict 
the duration of the war on either major front. 

Under these circumstances, without a coordinated post-war 
plan, sales may well immediately decline as soon as war produc- 
tion is stopped. For example, what products in each of our indus- 
tries will take the place of war materials, who will be the custom- 
ers, and where will they be located? We must study our facilities, 
the types of products we can make and sell, determine who our cus- 
tomers will be, where they are located, and how the sales will be 
negotiated. At this point, we can “take it on the chin” and let our 
volume of business decline, or plan in advance to meet the demand 
and supply the goods. Certainly prior planning will materially 
cushion and shorten the sharp decline sure to occur. 

The post-war budget has been set at an increase of 20 per cent 
in dollar sales over the twelve months war budget, or total sales of 
18 million dollars for the ensuing twelve-months post-war transi- 
tion and reconstruction periods, as compared with the total of 15 
million dollars for the short-term war budget. The post-war ob- 
jective of 18 million dollars’ sales for a concern that would trans- 
act 15 million dollars’ business under war conditions has purposely 
been set, to show the challenge we must meet. Industry cannot 
drift and reach this goal. The course must be charted and there 
must be determination on the part of each of us to reach the more 


difficult objective. 
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By setting an 18 million dollar post-war budget against a 15 
million wartime budget, I do not predict a 20 per cent step-up in 
national business over our wartime output. I am assuming the out- 
put of specialized war plants operated for the government is not 
incorporated in your wartime budget. Production from such 
plants will of course be discontinued. In addition there are numer- 
ous industries whose regular business has increased many-fold 
due to restrictions on competitive products which will revert to 
some more or less normal usage position. What I do mean is that 
over-all industry must plan to provide around 15 to 20 per cent 
more production of consumers goods to meet demands and to pro- 
vide essential employment to around 55 to 57 million workers. 

All phases of a business must be coordinated—purchases, pro- 
duction, sales, advertising, etc. One would not think of putting 
an advertising program into effect after the time for making the 
sales has passed. Obviously, the advertising, sales, and production 
programs, must be planned in advance and a well-rounded and 
integrated plan of the economic forces affecting each industry 
worked out, to meet the changeover and demands of the post-war 
periods. 

Analysis of Post-War Sales 

In planning your post-war budget you must provide for the new 
products and processes which, insofar as civilian use is concerned, 
have been placed on the shelf for the duration of the war—some 
because war needs require all production available, some because 
priority for plants, materials, and manpower cannot be secured, 
and some because modification to plants, products, and processes 
must be made on war developments before civilian needs can be 
served. You will find that many shocks and repercussions to your 
old and to your new products will appear unexpectedly because, 
like your own company, your competitors have been busy prepar- 
ing for the future. During a long war period it is essential to 
keep many new products secret from the general public. There- 
fore, instead of gradual development and use of new products 
you will find an enormous number put on the market fully proven 
just as fast as conversion to peacetime production can be made. 
Parts of your budget will be far over- and parts far underestimated 
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for a considerable period ahead. The general public wil! be, and 
are now, completely unfamiliar with broad uses of new products 
which have been brought out by overtime application of the un- 
limited skill of our scientists and technicians under the compelling 
force of military necessity. These products will be flashed on the 
consuming public in rapid order when the war is finished. 

For the purpose of illustration of the cancellation of war con- 
tracts, I have shown such cancellation to become effective at the 
expiration of the third month of the post-war period, by trans- 
ferring the previous war business to regular trade customers and 
to sales to the government under a rehabilitation and public works 


program. 

I have anticipated in the post-war budget that a backlog of con- 
sumer orders will accumulate, that plant facilities and engineering 
designs will make it possible to commence the filling of these orders 
in volume beginning with the fourth month of the post-war period, 
that eventual consumer demand will settle down to an even tenor 
of seasonal demand, say, within six to twelve months, when the 
period of normal economy begins. 

The 20 per cent increase in the forecast of sales for the post- 
war period as compared with the war budget, reflects increases in 
both quantities and sales prices. Unquestionably the strong de- 
mand for consumer goods will have some effect on sales prices, 
but probably will be partly offset by world competition and more 
or less “free trade” combined with temporary extension of price 
controls in certain lines. Quantities of goods needed will, however, 
substantially increase. 

The total dollar value of sales shows a sharp decline in the 
fourth month of the post-war period, following completion or can- 
cellation of government war contracts, when designing and re- 
tooling of machinery is under way, and orders for old or new 
products are being booked. I have shown part of the slack in sales 
at this point as being taken up by a government rehabilitation and 
public works program, especially roads and housing. The rest of 
the picture is clear; being the usual plan to get out production and 
meet the demands for a proper mix of goods. 

Planning the post-war sales may require departure from previ- 
ously accumulated statistics on populated areas and similar data, 
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due to dislocation of populations and concentration of unusually 
large numbers of persons in war production areas. Markets by 
geographical locations may be meaningless, as compared with pre- 
vailing statistics, until civilians and the armed forces return to 
what may be described as normal activity or peacetime pursuits. 
Also, as previously indicated, types of products will vary with the 
shifting of populations in this country and in the rest of the world. 
These factors should be taken into account in planning your prod- 
ucts and markets. 


Cost Estimating 

Matters of primary importance to you are the estimates of pro- 
duction cost, and the control of expenses. To determine mark-up 
of production cost to arrive at sales prices, to provide sufficient 
gross profit for administration and distribution expense and taxes 
and return on invested capital, are problems that will test the skill 
of budgeting, accounting, and executive personnel. 

Under war contracts, production cost is not particularly difficult 
to determine, except for the application of certain items of over- 
head. But a different situation exists with respect to the determi- 
nation of production cost of new products, or old products manu- 
factured under post-war conditions. 

Your work of cost estimating should be coordinated with sales 
catalogs, sales programs, and engineering designs. Time studies 
of machine operations and new cost standards will be required. 
Your perpetual inventory records should be analyzed for materials 
that can be put to new uses, and to determine the need for new or 
additional materials. Salvage use of special war materials will be 
another profitable field. Time does not permit me to dwell as fully 
as I would like to, on your cost problems as they must be worked 
out in preparation of post-war budgets. 

Summed up, costs are in the long run the base for determining 
sales prices. Therefore, costs are an important or controlling fac- 
tor in the budgeting. Will you set sales prices that subsequently 
turn out to be less than cost, or sales prices that are so’ high as 
compared with cost that your company cannot meet competition? 
What we want to do is to estimate costs as accurately and scien- 
tifically as possible, to arrive at sales prices which will result in 
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the broadest and most profitable distribution of goods during the 
post-war period. 

Taxes will require a special study and will affect your post-war 
budgeting. Taxes on industry are so high and so complicated that 
any brief discussion here would be confusing rather than helpful. 
I do believe, however, that under an expanding economy the gov- 
ernment can obtain more dollars in revenue by lowering tax rates 
on industry, because an increase in the volume of business will 
increase the total revenue even at lower tax rates. There is a 
good deal of evidence, that government now realizes the necessity 
for, and will cooperate in, adjusting corporation taxes after the 
war to a point which will encourage industry to play a leading part 
in supplying the world’s need of goods. The point of diminishing 
returns has been reached in most of our tax levies. 

Control of administrative and distribution expenses may require 
a revamping of your general accounting organization and scheme 
of accounts. Rapid changes can be expected during the post-war 
period. So, I think it will bear repetition here, for me to say that 
your budgeting and accounting schemes should be coordinated 
and synchronized, because the management of your industry 
should be given quick comparisons as between the post-war budgets 
and actual accounts. I suggest that you devise methods suitable 
to your particular businesses for the pulling off of actual figures 
for budget comparison, showing the cause of variations (daily, 
weekly, or monthly cumulative) to furnish the management with 
an effective control of operations. Make this control broad i in its 
operations and not picayunish in its application. 


The Cash Budget 


I have added to each short-term operating budget, a condensed 
cash budget. The purpose of a cash budget is to plan to maintain 
an all important sound cash position and meet cash requirements. 

During the post-war period, in negotiating sales and collecting 
cash from trade customers, your situation will be different than 
it is now in dealing with one big customer only. Estimates of cash 
collections from regular trade customers, should be based on the 
methods which are contemplated for negotiation of the sales, terms 
of credit, etc., requiring the advice of the treasurer and the credit 
and collection manager. 
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In this illustrative budget I have assumed there may be a lag 
in cash receipts for a period of 30 to 60 days due to terms of 
credit usually extended trade customers as compared with the 
speed with which cash is collected under war contracts, except for 
disputed or unsettled claims of government contractors. Special 
problems involving large government accounts will have to be 
provided for as conditions require. I have shown a lag in cash 
collections in the fifth month of the post-war period after receipt 
in full during the fourth month of the post-war period of cash 
expected to be received from war contracts, and thereafter cash 
collections have been estimated according to terms of credit to 
trade customers and other practices of the industry. 

The principal items affecting cash receipts and disbursements 
during the post-war period are: 

1. Lag in cash collections as between receipts of payment 
for war materials and for consumer goods, plus delays in 
getting final settlement of war contracts. 

2. Cash disbursements for rehabilitation, including acquisi- 
tion of war facilities. 

3. Cash receipts from the disposal of surplus or obsolete 
materials. 

4. Cash disbursements for the stocking of new materials 
for civilian production. 


In addition to carrying the major part of the financial burden 
of the war it is already clear that the citizens of the United States 
will be expected, in some way, to shoulder a large part of the cost 
of restoring the physical strength and industrial capacity of all the 
nations which have become physically and financially emaciated 
as a direct result of the war. The Nazis have emphasized destruc- 
tion of the physically and morally strong of the conquered nations. 
Their game can be played best through the weaklings. If the Ger- 
man people do not collapse internally and it is necessary to invade 
Europe and reconquer territory surrounding Germany proper, I 
venture to say that the cruelty evidenced to date will prove to have 
been only practice as compared to the destruction of the best that 
is left of human life and property as the Germans are pushed 
back to their 1939 starting point. 
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With an impoverished world to deal with, foreign markets prob- 
ably would have to be entered cautiously during the post-war 
periods until and unless currencies are stabilized, means of com- 
munications established, and trade and commerce put on a basis 
permitting the carrying on of foreign trade in reasonable safety. 
Under pressure to avoid complete collapse and anarchy in the war- 
torn nations, some form of R.F.C. or peace loans or possibly gov- 
ernment guarantees of accounts will probably have to be arranged, 
as corporate officials can ill afford to risk so great a part of stock- 
holders assets. The story of corporate and personal investments 
in foreign countries since World War I makes sad reading now. 
Let’s not overlook the fact that this sad record applies to invest- 
ments made in many countries that are now among our allies and 
pressure is strong for a new program for United States investors 
to again take large investment risks. 


The Financial Problem 

The details of post-war budgets must be worked out individu- 
ally according to the potentialities and productive capacity of the 
respective business enterprises. In a limited time, I have been able 
to draw only an outline of the post-war budget picture. 

I have not discussed in detail nor have I shown in the illustrative 
cash budgets the important problem of financing that will be faced 
by many of our industries, particularly the smaller ones which have 
expanded plant, working capital, and production enormously in 
their efforts to win the war. The depreciation “rollback” privilege 
for special war equipment and plant will not help companies which 
have amortized only, say, 20, 40, or even 50 per cent of large spe- 
cial investments and due to excess profits taxes and renegotiation 
procedures have been unable to accumulate any sizable surplus or 
emergency reserve, against which special amortization could be 
applied. The strain on large companies will be less damaging 
though heavy. The larger companies will, however, be seriously 
hurt if there are heavy post-war fatalities among the smaller units. 
Contrary to the preachings of the rabble rousers, big business is 
heavily dependent on small business under normal conditions. 
This subject is far too complicated to enter into a detailed discus- 
sion at this time. The skill and energy of N. A. C. A. members can 
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be profitably spent in studying and planning to meet this coming 
problem. 

We have also to think and plan about subsidized competition 
which may arise from billions of dollars worth of government- 
owned plants, many of which can be at least partly connected to 
peacetime uses. Industry can and will acquire, through negotia- 
tion, many of these plants especially where purchase options 
through the D.P.C. exists. Few of these plants can be purchased 
on a cash basis ; therefore, industry will at the best become heavily 
indebted to our government. We can hope and do our bit in plan- 
ning for such relations to be on a business basis and not on a basis 
that will give a greedy government a master’s position over free 
enterprise. 

All of these problems would be helped if some national organi- 
zation were gifted enough to put together a master post-war plan 
which could be used as a guide to all units of American industry. 


Conclusion 

In a general inter-company letter written in October, 1941, Mr. 
W. B. Bell, our President, made the following significant state- 
ment: “It is not possible to foresee how long the present emer- 
gency conditions will last. . . . When the existing emergency ends, 
the nation as a whole will face the difficulties of readjustment and 
the problems of industry will be greatly magnified.” 

The skill which has been developed by our system of free en- 
terprise now holds us in good stead. We can prepare post-war 
budgets for industry. We do not need inexperienced government 
lawyers and bureaucrats to do our thinking and planning for us. 
Let us not fail to do our duty and to do it in time. 

General Washington said: “In times of peace, let us prepare 
for war.” Conversely, in this time of war, let us prepare for peace. 
Let’s win the war and then the peace. 

Finally, Victor Hugo sums up the matter of planning in these 
words: “. . . Where no plan is laid, where the disposal of time 
is surrendered merely to the chance of incidents, all things lie 
huddled together in one chaos, which admits of neither distribu- 
tion or review.” 

We define our corporate budget as “a statement of policy, by 
units of responsibility in terms of future accounts.” Our organi- 
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zation policy is “decentralized responsibility with coordinated con- 
trol.” Our budget, therefore, combines an analysis of the present 
situation with plans for the future, establishes standards for com- 
parison, and makes possible the development of variations to de- 
termine cause and effect, thereby serving management as practical, 
flexible, and workable tools for their guidance. In this spirit of 
service to industry, let us place these essential tools in the hands of 


management now. 
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